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THE  BUDGET  AND  BUDGETARY  PROCEDURE  IN 

PUBLIC  UTILITIES,  WITH  PARTICULAR 
REFERENCE  TO  FORECASTING  THE 
KEY  FIGURES  OF  THE  OPERAT- 
.  ING  BUDGET 

The  prcbiism  of  the  budget  ia  a  bnsmess  raterj^ise  is  taaa^ 
tiaUy  different  from  tiie  biidgd:  preltikxaB  of  governments,  or 

of  families.  In  the  latter  cases,  the  problem  resolves  itself  into 
allocating  a  known  income  over  the  various  consumptive  activi- 
ties. In  the  former  case,  the  problem  about  which  budgeting 
centers  is  ^at  estimatkm  of  income  for  definite  future  periods 
from  productive  activities.  This  estimaticm  is  made  diflfeult 
the  short  term  movements  of  the  so-called  business  cycle.  The 
irregularity  of  these  movements  makes  it  impossible  to  reduce 
tfmn  to  a  'law'  as  can  be  d<»ie  in  the  case  of  the  trend  move- 
ment or  tiie  seasonal  in  most  hi^xnical  eccmcnnic  and  bittiness 
data.  Budgeting  to  the  business  cycle  presents,  therefore,  the 
major  problem  in  forecasting  the  activities  of  an  individual 
business. 

The  buc^^  has  become  a  particularly  necessary  adminirtnb* 
tive  tool  in  tiie  case  of  public  utilities.  The  comfdexity  of  many 

of  these  companies,  the  heavy  capital  investment  necessary  to 
render  the  services  which  they  offer,  the  dose  state  regulation 
to  which  they  are  subje^  and  the  impc»tance  of  good  rdations 
with  tbdr  cu^omers  nudce  budgeting  a  highly  important  func- 
tion. The  practice  of  budgeting  has,  as  a  matter  of  fact,  been 
increasingly  adopted  by  these  companies  in  the  last  few  years. 
By  anticipating  the  wants  of  the  communities  which  the  respec- 
tive cotiq[MMrites  serv€»  th^  can  increase  the  esteem  ol  their 
customers,  and  tiius  make  an  important  contribtrtkm  to  good 
public  relations. 

In  public  utiUty  ccMnpanies,  the  budget  is  generally  divided 
mio: 

1.  The  Operating  Budget. 

2.  The  Investment  Budget. 

3.  The  Materials  and  Supplies  Budget 

4.  The  Cash  Budget 
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The  administration  of  the  budget  is  usually  placed  in  a  Budget 

Bureau  or  Budget  Department.  This  is  almost  always  the  case 
in  companies  of  considerable  size.  This  Budget  Department  is 
responsible  to  the  Budget  and  Expense  Coounittee,  composed  of 
the  executives  of  the  company.  AH  of  the  routine  labor  incident 
to  the  checking  of  the  estimated  monthly  figures  with  the  actual 
monthly  results  is  performed  in  this  department.  The  control  of 
the  Budget  is  thus  made  a  specialized,  delegated  duty.  On  ac- 
oomt  of  the  heavy  eafotal  itweatment  in  public  vtil^ka,  the  In- 
wstment  Bodget  offers  tihe  greatest  difficultMS,  compared  wstb 
the  other  budgets,  both  in  estimating  its  amount,  and  in  contrdl- 
ling  the  work  in  progress.  All  of  the  other  budgets,  however, 
depend  on  the  Opnating  Budget  for  their  estimated  amotuils. 
The  Operating  Budget  is  thus  tlie  key  to  att  of  t&e  estimiied 
activity  of  a  particular  company. 

The  procedure  of  establishing  the  estimates,  and  of  control- 
ling the  activities  of  a  company  d^nds  on  the  organization 
whidft  hs»  been  built  up  in  the  compaaiy.  There  is  no  tmif  oomty 
of  organizatimi  among  ptMic  tftilities.  It  varies,  ratfier,  imm 
company  to  company,  and  the  budgetary  procedure,  therefore, 
also  varies  from  company  to  company.  An  element  of  uni- 
formity, however,  is  introduced  by  the  similarity  which,,  in  spite 
ol  Yduriations,  is  found  in  tlie  accourtti^  systoina.  The  buc^ 
must  be  so  detailed  that  the  estimates  can  be  compared  with  the 
actual  figures  of  the  period  account  by  account.  In  so  far,  there- 
fore, as  the  accounting  systems  are  similar,  the  details  of  the 
bttdgetaty  (Mrocedute  are  mmitor.  Conatderable  evidence  of  Him 
genera)  similarity  was  found  on  examination  tftie  budget  maom- 
als  of  a  number  of  companies,  and  during  the  time  spent  in  the 
budget  departments  of  a  number  of  public  utility  companies. 

Hie  catiiMAes  of  the  .General  Budget,  mmmsmmd  from  the 
detaSed  estknates  of  the  various  departments  el  a  axapmyf 
are  a  reflection  of  numerous  personal  judgments  of  the  future 
activity  of  the  company  in  question.  The  first  duty  of  the  Budget 
Dqwuiinient,  therefore,  is  to  ^ndgc^  the  adequacy  of  the  combined 
results  of  these  numerous  estimates.  In  orckr  to  do  this,,  the 
Department  must  have  not  only  an  tnttmate  knowledge  of  the 
internal  affairs  and  the  market  conditions  of  the  company,  but 
it  must  also  have  analyzed  the  past  experience  of  the  business. 
It  must,  in  other  w<^ds,  be  i^q[»ared  to  makr  its  own  estimate 
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of  liK  actiwilx  of  tfae  busiiieM  for  the  future  budget  period.  Since 
the  Operating  Budget  iiwHaini  <lie  key  figum  for  aB  of  Ifae  ether 

estimates  of  the  various  activities  of  the  business,  the  Bucket 
Department  ought,  therefore,  to  be  prepared  to  check  the  sum- 
muiaed  cstinntes^  vrincfa  originate  with  the  various  departments 
with  lis  own  estioHBlea  of  ^  Operating  Bi^^  S«ch  eatimates 
can  best  be  arrived  at  by  the  Budget  Department  by  preparing 
statistical  forecasts  of  the  key  figures  of  the  Operating  Budget. 

Xbe  statistical  forecast  of  the  Operating  Budget  figures  in- 
vohtm  tlie  iSnMtf  and  methods  of  analyzii^r  time  series.  TJm 
various  methods  which  have  been  proposed  for  t&is  purpose  are 
based  on  fundamental  assumptions  concerning  the  nature  of  eco- 
nomic and  business  time  series  which  are  often  not  applicable  to 
theK  &la.  An  eiamiiwtioR  of  these  ngN^iods  in  the  of  the 
nature  of  such  series  revee^  Hkt  fact  l^t  most  of  them  an  a^ 
plicable  to  special  cases  only  because  of  their  a  priori  assump- 
tions. The  only  general  method  for  analyzing  these  series  is  one 
wfaadb  is  baaed  on  the  sole  assumption  that  continuous  varia- 
iim  is  the  noraial  condition  oi  such  datat 

The  analysis  of  the  Operating  Budget  series  into  their  fac- 
tors makes  possible  the  projection  of  these  factors.  The  trend 
and  the  seasonal  offer  no  particuhu*  difficulties  in  this  respect. 
The  so-called  cycle,  howerec,  on  aecowit  of  the  invpdaritj  ef 
its  movements,  is  a  difficult  factor  to  estimate  for  lirtwe  pei^Kb. 
The  so-called  general  business  indexes  and  barometers  are  not 
helpful  in  most  cases  for  forecasting  this  element  in  an  individual 
baameu  btcauae  of  the  heterogeneras  character  of  the  data 
which  are  used  in  Hidr  eonstractiim.  An  m^mAaSi  boBUttBsa 
is  dependent  on  the  conditions  of  its  own  market,  and  these 
conditions  determine  the  movements  of  its  own  "cycle."  An 
examinaticm  of  the  detailed  construction  of  a  number  of  these 
general  indexes  and  ban»ieters  diows  the  fallacy  of  the  assump- 
tion that  they  can  be  of  material  aid  in  forecasting  Hie  "cyde" 
of  a  business,  particularly  when  that  business  has  a  restricted 
market  in  a  restricted  locality.  Public  utility  companies  are 
types  of  businesses,  Ikt  various  operatii^  units  of  which  are 
definitely  restricted  in  respect  to  both  markets  and  localities.  In 
the  case  of  the  so-called  local  utilities,  therefore,  these  general 
indexes  and  barometers  are  not  helpful  for  forecasting  the 
"cjFcle''  movements. 
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CoBi»dercd  from  tlie  pdnt  of  view  of  tiieie  "cydkal"  move- 
ments, however,  public  utility  companies  are  relatively  stable 
enterprises.  The  fluctuations  of  these  short  term  movements 
are  usually  confined  within  cc»xiparatively  narrow  limits.  It  be- 
comes po$mkAt,  theref me,  to  forecart  these  raoveramts  withm 
limits  sufficiently  narrow  for  practical  purposes.  By  projecting 
the  trend  and  the  seasonal  for  a  definite  future  period,  and  pro- 
jecting the  ''cycle"  as  a  band  within  which  it  is  reasonable  to 
txfect  that  Hds  movomeitt  will  be  a^aed,  barring  aU  qpcnradic 
fluctuations,  a  sta^rtkd  fmecast  of  gross  revenues,  physical  out*- 
put,  etc.,  can  be  prepared.  This  forecast  can  then  be  modified 
according  to  definite  information  as  to  changes  in  business  policy, 
tendencies  in  the  markets  of  the  particular  business,  etc.,  etc.  A 
compariscm  of  the  estimatrd  figures  of  the  smmnari^  Goieral 
Budget  with  these  independmt  forecasts  of  the  Operating  Budget 
figures  prepared  by  the  Budget  Department  will  aid  materially 
in  judging  the  adequacy  of  the  summarized  detail  estimates.  By 
taaidmg  Iht  pitparatioQ  of  such  in<^»enclait  forecasts  a  dxAy  of 
the  Budget  Department,  tihe  danger  of  allowing  budgetary  control 
to  degenerate  into  a  stereotyped  routine  will  be  obviated,  par- 
ticularly if  this  Department  is  also  charged  with  the  responsi- 
IttlUy  of  preparing,  or  supervising  the  {ur^Muratioa  of  revised 
estimates  iriienero^  this  beeomes  necessary. 

Several  illustrations  of  statistical  forecasts  of  gross  revenues 
and  physical  output  of  a  public  utility  company  show  tjjat  such 
forecasts  can  be  prepared  within  limits  sufficiently  narrow  for 
practical  piurposes.  offers  an  inqKurtant  aid  m  «tabltshing 
dfectiye  biulgetary  ccnrtnd  m  piAltc  utH^es. 
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